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BEFORE THE PUBLIC UTILITIES COMMISSION OF THE STATE OF CALIFORNIA

Order Instituting Rulemaking on the
Commission’s Own Motion to Evaluate Existing

Practices and Policies for Processing Offset Rate Rulemaking 01-12-009
Increases and Balancing Accounts in the Water (December 11, 2001)
Industry to Decide Whether New Processes are

Needed

SCOPING MEMO AND RULING
OF ASSIGNED COMMISSIONER AND ADMINISTRATIVE LAW JUDGE

1. Summary
This ruling and scoping memo confirms the categorization and scope set

forth in the Order Instituting Rulemaking (OIR). Also, per the OIR, hearings are
not necessary. However, we schedule a workshop and otherwise modify the

schedule from that set forth in the OIR.

2. Category of Proceeding
The OIR preliminarily categorized this proceeding as quasi-legislative; no

party has objected to this categorization; and we confirm it. This categorization
ruling may be appealed under the provisions of Rule 6.4(a) of the Commission’s

Rules of Practice and Procedure (Rules).

3. Presiding Officer
As stated in the OIR, Commissioner Geoffrey F. Brown and Administrative

Law Judge (ALJ) Janet A. Econome are assigned to this proceeding. Pursuant to
Rule 5(k)(3), the assigned Commissioner is the presiding officer in a quasi-

legislative proceeding, except that the assigned ALJ shall act as the presiding
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officer in the Commissioner’s absence at any hearing other than a formal hearing

as defined in Rule 8(f)(2).

4. Scope and Schedule
The OIR set forth the proceeding’s scope and determined that the

Commission would address the following issue in an interim decision.

“The existing procedure for recovery from balancing accounts is as
follows: (1) Utilities, at their option, may request a surcharge once
under collections reach 2%; (2) Otherwise, balancing account review
and recovery of remaining balances are processed at the time of the
district’s next GRC. Should the Commission revise its existing
procedures for recovery of under collections or over collections in
balancing accounts that existed prior to, and were suspended on
November 29, 2001? If so, what specific procedures should be
implemented (A) for districts that are within their rate case cycle and
are not over earning either on any basis; (B) for districts that are
within their rate case cycle and are over earning on an actual or on a
pro-forma basis; (C) for districts that have stale adopted quantities
because they are outside their rate case cycle.?” (OIR at p.5.)

The OIR also set forth other issues to be considered in this proceeding in a

final decision.

“Should the Commission revise its existing rules for obtaining offset
rate increases to include consideration of (A) whether the
district/utility is outside its rate case cycle? (B) whether the
district/utility is over earning on an actual basis? (C) whether
district/utility is over earning on a weather adjusted pro-forma
basis?

“Should an earnings test be employed to determine whether a
district/utility should be allowed to recover all, none, or some
portion of under collections in a balancing account? If so, should the
test be weather adjusted or actual recorded earnings?
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“Should offset rate increases and attendant balancing account
treatment be available only to the district/utility that has subjected
itself to the scrutiny of a GRC and is currently in that rate case cycle?

“If a district/utility outside its last rate case cycle is eligible for offset
rate increases and attendant balancing account treatment, what
calculation should be used to replace the stale adopted quantities
from the last GRC?” (Id.)

This ruling confirms that the above issues comprise the scope of this
proceeding. In order for the Commission to address these issues, the OIR
required that respondents (Class A and B water and sewer utilities)! and the
Office of Ratepayer Advocates (ORA) answer the questions set forth in the
attachments and that the utilities provide balancing account and earnings
information. After reviewing the initial responses, it may be more efficient to
address the interim issue and remaining issues in one decision (rather than two)
because similar policies and data are relevant to both inquiries. For example,
based on the comments received to date, all parties except ORA believe that the
existing practices and policies for processing offset rate increases and balancing
accounts should remain in place, and ORA recommends that the Commission
apply its recommended procedures to both the balancing accounts in existence
prior to and after November 29, 2001. However, until we receive the parties’
March 22 comments, we cannot make a final determination as to whether both an
interim and a final decision are necessary.

Therefore, we modify the schedule in the OIR as set forth below. If the

draft decision scheduled to mail no later than May 31 does not address all OIR

1 Class C and D water and sewer utilities may, but need not, respond to the OIR.
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issues, we will issue a revised scoping memo setting forth the remaining
schedule.

This modified schedule supercedes that in the OIR.

Event Date

Respondents and ORA file Opening | March 22, 2002
Comments on Remaining Issues
(Appendix B, Part 1I)

Workshop on expense component | March 27, 2002, from 11:00 a.m.
of means test (see Section 5) through 1:00 p.m., in Room 3105
California Public Utilities
Commission, State Office
Building, 505 Van Ness Avenue,
San Francisco

Respondents and ORA file reply April 2, 2002

comments on Remaining Issues
(Appendix B, Part 1I)

Workshop Report Issues April 5, 2002

Proposed decision issues No later than May 31, 2002

5. Expanding the OIR’s Scope and the Need for Hearings
Parties have made four recommendations for either expanding the

proceeding’s scope or holding hearings. First, several parties recommend
including the issue of whether any of the proposed revisions would affect the
utilities’ risk and rate of return, and some parties believe hearings are necessary
on this issue. For example, the California Water Association set forth specific

issues it believes should be included within the OIR’s scope.

“What effects will adoption of any of the changes in the ratesetting
system proposed in the OIR or in the course of this proceeding have
on the business risks experienced by the several classes of
Commission-regulated water utilities?
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“If it is determined that business risks are increased as a result of
these changes, is the level of increased business risk consistent in all
situations or may the level of business risk vary significantly
depending on company-specific situations?

“By what amount should authorized rates of return on equity for the
several classes of water utilities be adjusted in response to such
changes in business risks?

“Should appropriate benchmark adjustments in authorized rates of
return be determined in this proceeding, subject to implementation
by advice letter?

“If not, what procedures should be followed to make appropriate
adjustments in authorized rates of return and to effect rate changes
reflecting such adjustments?

“Will the increase in business risk brought about by the proposed
changes in the ratesetting system cause increases in costs of service
and higher rates for utilities that outweigh any benefits of limiting
the use of offset procedures?

“Is the denial of offset cost recovery an appropriate ratemaking
method for dealing with alleged over earning? Put another way, is
there a reasonable nexus between the use of offset procedures and
over earning?” (January 18, 2002 Comments of the California Water
Association, pp. 9-10.)

Re-adjusting a utility’s specific rate of return is not within the scope of this
industry-wide proceeding. The appropriate rate of return is an issue for the
utilities’ general rate cases. Furthermore, the question of how various risks affect

a utility’s rate of return involves an inquiry into all relevant circumstances, not
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just one specific factor.2 Again, the appropriate forum for such inquiry is a
utility’s general rate case, or other appropriate proceeding the Commission may
designate in the future. We therefore do not modify the preliminary scoping
memo set forth in the OIR.

Second, San Gabriel Water Company states that the scoping memo should
include the calculation of expenses in the weather adjusted pro forma return or
other earnings test. San Gabriel explains that there is a “pending controversy
regarding the adjustment of expenses in calculating the weather-normalized pro
forma rate of return following implementation of attrition rate increases. Under
the Commission’s Rate Case Plan, San Gabriel files its general rate cases in July
with two attrition year step increases.” San Gabriel explains that it would be
adversely affected if the pro forma earnings test does not match revenues and
expenses related to attrition increases. (1/4/02 Comments at p. 3.)

With respect to the pro forma test, the proper calculation of the expense
component of the means test is a narrow issue which may be applicable not only
to San Gabriel but also to other utilities. This narrow issue is within the existing
scope of this proceeding. Because addressing this narrow element of the
calculation is quite technical in nature, it is best accomplished in a workshop
setting. We therefore schedule a workshop on this narrow issue to be conducted

by the Commission’s Water Division on Wednesday, March 27, 2002, from

2 In fact, the filings in this case demonstrate that companies are not consistent on how
they maintain their balancing accounts. For example, some utilities book their
balancing accounts as deferred debits or credits, such that they record undercollections
or overcollections on the company’s balance sheet. Some utilities do not book their
balancing accounts at all, but simply track the bills and offset rate collections, thereby
maintaining them in the same way they would maintain a memorandum account.
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11:00 a.m. to 1:00 p.m. The workshop will be held at the California Public
Utilities Commission, State Office Building, 505 Van Ness Avenue, Room 3105,
San Francisco, CA. We direct the Water Division to file a workshop report
summarizing the workshop and making recommendations on the issue
addressed no later than April 5, 2002.

Third, San Jose Water Company believes hearings are necessary because
consideration of water company earnings data during a selected five-year period
Is contrary to the Commission’s ratemaking methodologies employed to set
water rates in the first place. However, the fact that the OIR sought information
on earnings over a five-year period does not mean the Commission will employ
any particular methodology or time period to establish eligibility for recovery of
balancing accounts. Moreover, San Jose has not stated specific disputed issues of
material fact for which hearings would be necessary. Therefore, hearings are not
necessary on this issue.

Finally, California Water Service states that hearings and workshops are
necessary to explore the causes of over-earnings, and that the over-earning is not
caused by the balancing accounts. The cause of over-earnings is not relevant to
the OIR because the OIR does not maintain balancing accounts cause over
earning. Rather, the OIR asks whether recovery of the balancing accounts should
be eliminated or reduced in certain circumstances when the utility is over-
earning. Furthermore, under the proposals, earnings above the authorized rate
of return that are not attributable to balancing account recovery would be kept by
the utility.

Parties recommending hearings believe they are necessary to address some

aspect of the issues set forth above. Because of our conclusions set forth above,
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we confirm the preliminary determination made in the OIR that hearings are not

necessary.

6. Service List
According to the OIR, the Commission’s Process Office was to compile a

new service list for the proceeding. Class A and B water and sewer utilities and
ORA were automatically included on the list, as well as any other interested
parties who timely notified the Process Office. A copy of the service list is set
forth in Appendix A. If other persons wish to be added to the appearance
portion of the service list, they should seek permission from the assigned ALJ.3
IT IS RULED that:
1. This rulemaking is categorized as quasi-legislative.

2. The scope and schedule for this rulemaking are set forth in Section 4.

3 Those persons who actively participate by filing comments should be granted party
status as an appearance. (The OIR requires all Class A and B water and sewer utilities
and ORA to respond to the assigned questions, and therefore these parties are granted
appearance status.) People not actively participating in the rulemaking will be placed
on the information only list, and will receive all Commission rulings and decisions.
Also, persons designated as information only do not have the status to appeal a
Commission decision.
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3. Hearings are not necessary in this rulemaking.
4. The service list for this rulemaking is attached hereto as Appendix A.

Dated March 11, 2002, at San Francisco, California.

/s/ GEOFFREY F. BROWN /s/ JANET A. ECONOME
Geoffrey F. Brown Janet A. Econome
Assigned Commissioner Administrative Law Judge
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Steve Glazer

AGATE BAY WATER COMPANY
5424 TREE SIDE DRIVE
CARMICHAEL CA 95608

Robert Adcock

ALCO WATER SERVICE
249 WILLIAMS ROAD
SALINAS CA 93905

Lance Johnson

ARROWHEAD MANOR WATER CO.
PO BOX 146

CEDAR GLEN CA 92321

(909) 337-1641

R.L. Bakman
BAKMAN WATER CO.
PO BOX 7965

5105 E BELMONT
FRESNO CA 93747

Stephen R. Welch

BASS LAKE WATER COMPANY
PO BOX 109

BASS LAKE CA 93604-0109

Jim Moore

BIG BASIN SANITATION COMPANY
PO BOX 197

BOULDER CREEK CA 95006

Ronald W. Gilbert

CALIFORNIA HOT SPRINGS SEWER SERV.

PO BOX 146
CALIFORNIA HOT SPRINGS CA 93207

Robert T. Adcock

CALIFORNIA UTILITIES SERVICE INC
PO BOX 5100

SALINAS CA 93915

Sharun Carlson

Executive Secretary

CALIFORNIA WATER ASSOCIATION
12510 FALLCREEK LANE

CERRITOS CA 90703

(562) 404-1993

cah20assn@aol.com

Francis S. Ferraro

CALIFORNIA WATER SERVICE COMPANY
1720 NORTH FIRST STREET

SAN JOSE CA 95112

(408) 367-8225

sferraro@calwater.com

John S. Barker

CALIFORNIA-AMERICAN WATER COMPANY
880 KUHN DRIVE

CHULA VISTA CA 91914

(619) 656-2400

jbarker@calamwvater.com

L.J. D'Addio

CITIZENS UTILITIES COMPANY OF CALIF
PO BOX 15468

SACRAMENTO CA 95851

Robert S. Roscoe

CITIZENS UTILITIES COMPANY OF CALIFORNIA

4701 BELOIT DRIVE
SACRAMENTO CA 95838
(916) 568-4200
rroscoe@czn.com

John A. Erickson

President

COUNTY WATER COMPANY
11829 E. 163 STREET
NORWALK CA 90650

Robert S. Fortino

President

DEL ORO WATER COMPANY, INC.
DRAWER 5172

CHICO CA 95927

(530) 894-1100

J.S. Tootle

DOMINGUEZ WATER CORPORATION
21718 SOUTH ALAMEDA STREET
LONG BEACH CA 90810

Lawrence Morales

EAST PASADENA WATER COMPANY
3725 EAST MOUNTAIN VIEW AVENUE
PASADENA CA 91107
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Leigh K. Jordan

Apple Valley Ranchos Water Company
21760 Ottawa Road

P.O. Box 7005

Apple Valley, CA 92307

Timothy J. Ryan

Daniel A. Dell 'Osa

San Gabriel Valley Water Co.
P.O. Box 6010

El Monte, CA 91734-2010

Robert C. Cook Jr.

FRUITRIDGE VISTA WATER COMPANY
1108 SECOND STREET, STE. 204
SACRAMENTO CA 95814

Alan Gardner

Chief Operatinf Officer

GREAT OAKS WATER COMPANY
PO BOX 23490

SAN JOSE CA 95153

Betty B. Roeder

GREAT OAKS WATER COMPANY
PO BOX 23490

SAN JOSE CA 95153-3490

Alan J. Gardner

Chief Operating Officer

GREAT OAKS WATER COMPANY (U162-W)
15 GREAT OAKS BLVD., STE. 100

SAN JOSE CA 95119

(408) 694-0235
agardner@greatoakswater.com

James P. Sears

INTERSTATE 5 UTILITY COMPANY, INC.
2000 - 18TH STREET

BAKERSFIELD CA 93301

Chris Erikson

LEWISTON VALLEY WATER CO., INC.
PO BOX 101

LEWISTON CA 96052-0101

Shirley King

EAST PASADENA WATER COMPANY
3725 EAST MOUNTAIN VIEW AVENUE
PASADENA CA 91107

John H. Bower

President

NORTH GUALALA WATER
PO BOX 1000

GUALALA CA 95445-1000
(707) 884-3579
waterco@hotmail.com

Martin A. Mattes

WILLIAM T. BAGLEY & JOSE E. GUZMAN JR.
Attorney At Law

NOSSAMAN GUTHNER KNOX & ELLIOTT, LLP
50 CALIFORNIA STREET, 34TH FLOOR

SAN FRANCISCO CA 94111-4799

(415) 398-3600

mmattes@nossaman.com

Leigh K. Jordan

PARK WATER COMPANY/APPLE VALLEY RANCHOS
9750 WASHBURN ROAD

PO BOX 7002

DOWNEY CA 90241-7002

(562) 923-0711

leigh@parkwater.com

J.W. Zastrow

PEERLESS WATER CO.
PO BOX 117
BELLFLOWER CA 90706

Arnie Petersen

ROLLING GREEIN UTILITIES, INC.
117 TERRACE DRIVE

BIG PINE CA 93513

Michael Whitehead

SAN GABRIELD VALLEY WATER COMPANY
P[O BOX 6010

11142 GARVEY AVENUE

EL MONTE CA 91734
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Richard Hiwa

LITTLE BEAR WATER COMPANY, INC
51201 PINE CANYON RD., SPACE 125
KING CITY CA 93930

Marguerite Nader

MHC ACQUISTION ONE LLC

2 NORTH RIVERSIDE PLZ. STE. 800
CHICAGO IL 60606

Sara Steck Myers

Attorney At Law

122 28TH AVENUE

SAN FRANCISCO CA 94121
(415) 387-1904
ssmyers@worldnet.att.net

Joseph F. Young

SOUTHERN CALIFORNIA WATER CO.
PO BOX 9016

630 E. FOOTHILL BLVD.

SAN DIMAS CA 91773

Keith Switzer

SOUTHERN CALIFORNIA WATER COMPANY
630 E. FOOTHILL BOULEVARD

SAN DIMAS CA 91773-9016

(909) 394-3600 X 759

kswitzer@scwater.com

Susan L. Conway

Vice President, Regulatory Affairs

SOUTHERN CALIFORNIA WATER COMPANY
630 EAST FOOTHILL BOULEVARD

SAN DIMAS CA 91773

Robert L. Kelly

Vice President-Regulatory Affairs
SUBURBAN WATER SYSTEMS
1211 E. CENTER COURT DRIVE
COVINA CA 91724-3603

(626) 966-2590
bobkelly@bobkelly.com

Robert J. Diprimio

President

VALENCIA WATER COMPANY
24631 AVENUE ROCKEFELLER
VALENCIA CA 91355

(661) 295-6501
rdiprimio@valencia.com

R0112009 LIST

Fred R. Meyer

Vice President, Regulatory Affairs
SAN JOSE WATER COMPANY

374 WEST SANTA CLARA STREET
SAN JOSE CA 95197

(408) 279-7979

Palle Jensen

Director Of Regulatory Affairs
SAN JOSE WATER COMPANY
374 WEST SANTA CLARA ST.
SAN JOSE CA 95196

(408) 279-7970
palle_jensen@sjwater.com

Regina Birdsell

Office of Ratepayer Advocates
RM. 4202

505 VAN NESS AVE

San Francisco CA 94102

(415) 703-2544
reg@cpuc.ca.gov

Fred L. CURRY 5
Water Division

RM. 3106

505 VAN NESS AVE
San Francisco CA 94102
(415) 703-1739
flc@cpuc.ca.gov

Janet A. Econome

Administrative Law Judge Division
RM. 5113

505 VAN NESS AVE

San Francisco CA 94102

(415) 703-1494

jij@cpuc.ca.gov

Kerrie Evans

Water Division

AREA 3-B

505 VAN NESS AVE
San Francisco CA 94102
(415) 703-2811
kke@cpuc.ca.gov
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Raymond L. Smith
WATERTEK INCORPORATED
1164 MONROE ST., NO.5
SALINAS CA 93912-6040

Jason J. Zeller

Legal Division

RM. 5002

505 VAN NESS AVE
San Francisco CA 94102
(415) 703-4673
jjiz@cpuc.ca.gov

*kkkkkkkhkk STATE E M P LOYEE *kkkkhkkkkkhk

Han L. Ong

Office of Ratepayer Advocates
RM. 3200

505 VAN NESS AVE

San Francisco CA 94102

(415) 703-1138
hlo@cpuc.ca.gov

Jasjit S. Sekhon

Office of Ratepayer Advocates
RM. 3200

505 VAN NESS AVE

San Francisco CA 94102

(415) 703-1834
sek@cpuc.ca.gov

Maria E. Stevens

Executive Division

RM. 500

320 WEST 4TH STREET SUITE 500
Los Angeles CA 90013

(213) 576-7012

mer@cpuc.ca.gov

Leslie Tench

Water Division

AREA 3-C

505 VAN NESS AVE
San Francisco CA 94102
(415) 703-2144
Itr@cpuc.ca.gov
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Izetta C. R. Jackson
Water Division

RM. 5029

505 VAN NESS AVE
San Francisco CA 94102
(415) 703-2705
irj@cpuc.ca.gov

Cpuc

OFFICE OF RATEPAYER ADVOCATES
505 VAN NESS AVENUE, 4/F

SAN FRANCISCO CA 94102

Audrey Ong-Chiu

Rail Safety and Carriers Division
RM. 500

320 WEST 4TH STREET SUITE 500
Los Angeles CA 90013

(213) 576-7075

abo@cpuc.ca.gov
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John A. Yager

Office of Ratepayer Advocates
RM. 3200

505 VAN NESS AVE

San Francisco CA 94102

(415) 703-1194
jay@cpuc.ca.gov

*kkkkkkkk I N FO R MAT I O N O N LY Fhkkkkhkkhkk

Vincent Bruce Anderson

COBB MOUNTAIN WATER COMPANY
PO BOX 2

COBB CA 95426

Richard Mccann

M.CUBED

2655 PORTAGE BAY ROAD, SUITE 3
DAVIS CA 95616

(530) 757-6363

rmccann@cal.net

(END OF APPENDIX A)
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CERTIFICATE OF SERVICE

| certify that | have by mail, and by electronic mail, to the parties to which
an electronic mail address has been provided, this day served a true copy of the
original attached Scoping Memo and Ruling of Assigned Commissioner and
Administrative Law Judge on all parties of record in this proceeding or their
attorneys of record.

Dated March 11, 2002, at San Francisco, California.

/s/ TERESITA C. GALLARDO
Teresita C. Gallardo

NOTICE

Parties should notify the Process Office, Public Utilities
Commission, 505 Van Ness Avenue, Room 2000,

San Francisco, CA 94102, of any change of address to insure
that they continue to receive documents. You must indicate
the proceeding number on the service list on which your
name appears.

R SR S S S S b I A I I

The Commission’s policy is to schedule hearings (meetings,
workshops, etc.) in locations that are accessible to people
with disabilities. To verify that a particular location is
accessible, call: Calendar Clerk (415) 703-1203.

If specialized accommodations for the disabled are needed,
e.g., sign language interpreters, those making the
arrangements must call the Public Advisor at (415) 703-2074,
TTY 1-866-836-7825 or (415) 703-5282 at least three working
days in advance of the event.



